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Introduction 


Fiscal 1991 collections from several key revenue sources are lagging 
nd behind the revenue estimates adopted by the legislature in House Joint 
2D Resolution 24 (HJR 24). Based on data through May, fiscal 1991 general 

fund and school equalization (SEA) collections will be more than $20 million 


Jess than anticipated. 


It is impossible to teJl whether this projected fiscal 1991 shortfall is an 


anemaly or whether it is a leading indicator for the 1993 biennium. 


Discussion 


Income Taxes 


Total personal income tax collections through June 10, 1991, were 
$278.2 million. Based on this data, total personal income tax collections will 
fall about $20.7 millien short of the revenue estimate contained in HJR 24 
passed by the 52nd Legislature. This shortfall is due to a marked decline 
in payment of estimated taxes on nonwage and salary income. 

Although the SEA receives 41.3 percent of the total personal income 


tax collections in fiscal 1991, the tctal $20.7 million should be considered a 


general fund impact’ since Section 20-9-351, MCA, requires’ the 
Superintendent of Public Instruction to request a general fund supplemental 
if SEA revenues are insufficient to fund public school expenditures. 

The shortfall in revenue collections is primarily due to a decrease in 
the amount of income tax paid on nonwage and salary income. Collections 
from wage and salary income (collected quarterly through withholdings) 
continue to exceed last year even after adjusting for the 5 percent surtax 
imposed in calendar 1990. 

As I detailed in my March 5, 1991, and May 30, 1991, memos to the 
committee, nonwage and salary income comprises a growing portion of total 
income tax collections. Prior to the Federal Tax Reform Act of 1986, income 
tax paid on nonwage and salary income comprised about 10 percent of total 
collections. Since federal tax reform, income tax on this source of income 
has increased to nearly 30 percent of total collections, as the following 
graph shows. 

Estimating collections from nonwage and salary income is difficult for 
two reasons: 1) state income taxes on this income are paid twice a year, 
rather than quarterly; and 2) these income sources tend to be more volatile 
than wage and salary income. Because a_ significant portion of this 
estimated tax is received in late April, key information on fiscal 1991 
collections from this source were not available during the 1991 legislative 
session. 

While total income tax collections through May 1991, ($278.2 million) are 
higher than for the same period in fiscal 1990 ($278.0 million), the revenue 
estimate for this fiscal year is $20.9 million higher than actual collections in 
fiscal 1990. In order to achieve the fiscal 1991 estimate, collections during 


June will need to total $22.4 million. 


Individual Income Tax 
Withholding Versus Total Receipts 
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This is very unlikely, since a majority of all collections are received 
by the end of May. In fact, the Department of Revenue has indicated there 
is a backlog of refunds to be issued. If the backlog is cleared before fiscal 
year-end, fiscal 1991 revenues could actually fall below fiscal 1990 levels 
(when a 5 percent surtax was in place). 

Since statistical data for calendar 1990 tax returns are not available 
until December, it is difficult to determine what nonwage and salary income 
component may be causing the revenue shortfall. Significant changes to 
capital gains, interest and dividends, rents and royalties, and/or farm 
incomes all could be contributing to the shortfall. 

Conversely, the key variables used in predicting wage and salary 
income have all been within 3 percent of the estimates contained in HJR 24. 


3 


Table 1 shows the assumptions for each of these variables and _ the 
@ preliminary final data as reported by the Montana Department of Labor and 


Industry and the U.S. Department of Commerce. 


Table 1 
Economic Assumptions 
HJR 24 Preliminary % 

Calendar 90 Data Difference 
Montana Non-Farm Employment 294.8 297.3 +0.85 
(Thousands) 
Montana Wage & Salary Income $5 .676 $5 .630 -0.81 
(Billions) 
Consumer Price Index 5.56% 5.40% -2.88 
(% Change) 


Corporation Taxes 


Total corporation income taxes are currently $21.6 million below fiscal 
1990 receipts. Unlike personal income tax, an additional corporation income 
tax quarterly payment is due June 15. If the amount of this payment is 
similar to payments received in September and December, total corporation 
income tax collections will fall short of the revenue estimate contained in 
HJR 24 by about $7.1 million. Late payments or unanticipated audit 
collections could mitigate this shortfall. Slow economic growth, both at the 
state and national levels, may be the cause for this slowdown in corporate 


tax collections. 


Federal Mineral Royalties 


Federal mineral royalties are payments the state receives from the 
federal government for natural resources mined on federal lands. Fifty 
percent of these fees and royalties are retained by the federal government 
while the remaining portion are deposited in the SEA. Fiscal 1991 collections 


from this revenue source are currently lagging projected levels. If the 


scheduled payment on June 30 is similar to last year, the SEA will receive 
$3.6 million less than anticipated. It is difficult to pinpoint the reasons for 
this potential shortfall since production and price data for federally-owned 
oil, coal, and natural gas will not be available until fall. Lower oil prices 
and less coal being mined on federal lands could be possible explanations for 


the shortfall. 


Interest Earnings 


Revenue shortfalls in other sources will be somewhat offset by 
increased interest earnings. The general fund account and the SEA 
receives a_ significant level of revenue from interest on investments. 
Current collections from investments indicate that the revenue estimates 
contained in HJR 24 should be exceeded, but by how much is still unknown. 
The Board of Investments has converted to an accrual basis which makes 
comparison to previous years unreliable. Although current year revenue 
estimates for these sources should be exceeded, forecasts for the 1993 
biennium do not look as good. The short-term interest rate assumptions 
contained in HJR 24 are 7.71 percent for fiscal 1992 and 8.13 percent for 
fiscal 1993. According to the Board of Investments, current short-term 
rates are averaging about 6.7 percent. If rates stay at this level 
throughout the 1993 biennium, interest earnings could be below HJR 24 
revenue estimates by as much as $5 million. 

Interest earnings are the only significant general fund or SEA revenue 
source that is anticipated to be above fiscal 1991 projections. Other smaller 
sources expected to exceed the revenue estimates include coal severance 
taxes, video poker income taxes, and vehicle registration fees. However, 
the total revenue from these sources in excess of estimates is expected to 


be less than $2 million. 


The final issue is whether this year's collections are a leading indicator 
for the 1993 biennium or whether fiscal 1991 is an anomaly. If these trends 
continue, the general fund ending fund balance for the 1993 biennium could 
have a projected deficit of over $40 million. If the revenue shortfalls in 
fiscal 1991 are a one-time occurrence, then the general fund will end the 
1993 biennium with a small ending balance. Given the lack of data on these 


income sources and their volatility, this is impossible to predict at this time. 
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